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DEPARTMENT  OF  AGRICULTURE 

Commodity  Credit  Corporation 

7  CFR  Part  1421 

Grains  and  Similarly  Handled 
Commodities 

AGENCY:  Commodity  Credit  Corporation, 
USDA. 

action:  Final  rule. 

summary:  This  final  rule  adopts, 
without  change,  that  portion  of  a 
proposed  rule  published  on  August  10, 
1988  (53  FR  30068)  which  affects  7  CFR 
Part  1421.  These  amendments  set  forth 
which  Commodity  Credit  Corporation 
(CCC)  price  support  loans  may,  on 
maturity,  be  extended  by  producers. 
These  amendments  are  made  in  order  to 
provide  commodity  market  stability  and 
to  provide  affected  producers  with 
notice  of  CCC’s  determinations  with 
respect  to  the  extension  of  such  loans. 
EFFECTIVE  DATE:  This  final  rule  shall 
become  effective  August  30, 1988. 
address:  Inquiries  concerning  this  final 
rule  should  be  directed  to  Thomas 
VonGarlem,  Assistant  Deputy 
Administrator,  State  and  County 
Operations,  USDA-ASCS,  Room  3096, 
South  Building,  P.O.  Box  2415, 
Washington,  DC  20013. 

The  Final  Regulatory  Impact  Analysis 
describing  the  options  considered  in 
developing  this  final  rule  is  available  on 
request  from  Thomas  VonGarlem  at  this 
address. 

FOR  FURTHER  INFORMATION  CONTACT 

Thomas  VonGarlem  (202)  447-6761. 
SUPPLEMENTARY  INFORMATION:  This 
final  rule  has  been  reviewed  under 
USDA  procedures  established  in 
accordance  with  Executive  Order  12291 
and  Department  Regulation  No.  1512-1 
and  has  been  designated  as  “major”. 

It  has  been  determined  by  an 
environmental  evaluation  that  this 
action  will  have  no  significant  impact  on 
the  quality  of  the  human  environment. . 
Therefore,  neither  an  environmental 
assessment  nor  an  environmental 
impact  statement  is  needed. 

The  title  and  number  of  the  Federal 
Assistance  Program  to  which  this  final 
rule  applies  are:  Title — Commodity 
Loans  and  Purchasers,  Number  10.051, 
as  found  in  the  catalog  of  Federal 
Domestic  Assistance. 

It  has  been  determined  that  this  action 
will  not  increase  the  federal  paperwork 
burden  for  individual,  small 
businessmen  and  other  persons.  The 
Commodity  Credit  Corporation  (CCC)  is 
also  not  required  by  5  U.S.C.  553  or  any 
other  provision  of  law  to  publish  a 


notice  of  proposed  rulemaking  with 
respect  to  the  subject  matter  of  this  final 
rule.  Therefore,  the  Regulatory 
Flexibility  Act  is  not  applicable. 

Milton  Hertz,  Executive  Vice 
President,  Commodity  Credit 
Corporation  hereby  certifies  that  this 
rule  will  not  have  a  significant  economic 
impact  on  a  substantial  number  of  small 
entities  because  the  action  taken  in  this 
rule  will  reduce  uncertainty  in  the 
operation  of  the  program  and  will  have 
the  effect  of  stabilizing  commodity 
supply  and  demand  situations. 

This  activity  is  not  subject  to  the 
provisions  of  Executive  Order  12372 
which  requires  intergovernmental 
consultation  with  State  and  local 
officials.  See  the  Notice  related  to  7  CFR 
Part  3015,  Subpart  V,  published  at  48  FR 
29115  (June  24, 1983). 

I.  Summary  of  Final  Regulatory  Impact 
Analysis 

Need  for  Action 

The  purposes  and  objectives  of  the 
price  support  loan  programs  are  to 
comply  with  statutory  requirements, 
provide  price  and  income  protection  to 
producers,  provide  stability  to  the 
commodity  markets  and  provide 
affected  producers  with  notice  of  CCC’s 
determinations. 

CCC  makes  available  price  support 
loans  to  eligible  producers  who  comply 
with  applicable  program  requirements. 
These  loans  are  made  available  in 
accordance  with  several  sections  of  the 
Agricultural  Act  of  1949,  as  amended 
(the  1949  Act)  and  the  CCC  Charter  Act, 
as  amended  (the  CCC  Charter  Act).  The 
terms  and  conditions  of  the  loans  are  set 
forth  in  the  loan  agreement  in 
accordance  with  7  CFR  Part  1421;  these 
loans  mature  no  later  than  the  last  day 
of  the  ninth  calendar  month  following 
the  month  in  which  the  loan  application 
is  made  unless  extended  by  CCC. 

In  accordance  with  section  110  of  the 
1949  Act,  CCC  may  make  available 
Farmer-Owned  Reserve  (FOR)  extended 
price  support  loans  to  producers  who 
have  specified  maturing  wheat  and  feed 
grain  price  support  loans.  CCC 
previously  has  offered  extensions,  at  the 
producer’s  option  based  upon  then- 
existing  market  conditions.  The 
authority  to  extend  FOR  loans  under  the 
1949  Act  was  amended  in  1985. 

Options  Considered  with  Selected 
Options  Designated 

Option  1  (Selected) 

(a)  1987  and  subsequent  crop  price 
support  regular  loans  for  feed  grains, 
rice,  soybeans  and  wheat  will  not  be 
extended  at  maturity. 


(b)  1985-  and  1986-crop  extended 
loans  of  wheat,  barley,  oats  and 
soybeans  will  not  be  extended  at 
maturity. 

(c)  1985-  and  1986-crop  com  and 
sorghum  extended  loans  which  mature 
on  March  31, 1988  through  and  including 
December  31, 1988,  may  be  extended  at 
maturity  for  1  year. 

(d)  1984-crop  FOR  loans  which  mature 
on  March  31, 1988  through  and  including 
December  31, 1988,  may  be  extended  at 
maturity  for  1  year. 

(e)  1983  and  prior  crop  year  FOR  loans 
will  not  be  extended  at  maturity. 

(f)  Special  Producer  Storage  loans  will 
not  be  extended  at  maturity  and 
regulations  supporting  such  loans  will 
be  deleted. 

(g)  1987  crops  of  wheat  and  feed 
grains  will  not  be  permitted  to  enter  the 
FOR. 

Option  2 

(a)  1987  and  subsequent  crop  price 
support  regular  loans  for  feed  grains, 
rice,  soybeans  and  wheat  may  be 
extended  at  maturity  for  1  year. 

(b)  1985-  and  1986-crop  loans  of 
wheat,  barley,  oats  and  soybeans  may 
be  extended  at  maturity  for  1  year. 

(c)  1985-  and  1986-crop  com  and 
sorghum  loans  which  mature  on  March 
31, 1988  through  and  including  December 
31, 1988,  may  be  extended  to  maturity 
for  1 1  year. 

(d)  1984-crop  FOR  loans  which  mature 
on  March  31, 1988  through  and  including 
December  31, 1988,  may  be  extended  at 
maturity  for  1  year. 

(e)  1983  and  prior  crop  year  FOR  loans 
may  be  extended  at  maturity  for  1  year. 

(f)  Special  Producer  Storage  loans 
may  be  extended  at  maturity  for  1  year. 

(g)  1987  crops  of  wheat  and  feed 
grains  will  not  be  permitted  to  enter  the 
FOR. 

Legislative  Basis  for  Actions 

The  1949  Act  and  the  CCC  Charter 
Act. 

Expected  Impacts 
A.  Introduction 

Prior  to  the  1988  drought,  demand  was 
expected  to  exceed  production,  due  in 
large  part  to  high  export  demand.  The 
supply  and  demand  situation  as  of 
August  1988  shows  a  considerable 
tightening  of  stocks  for  wheat,  feed 
grains  and  soybeans  due  to  the  1988 
drought-reduced  crops  and  continued 
large  disappearance.  World  grain  stocks 
as  a  percent  of  total  grain  use  as  of  the 
end  of  the  1988/89  season  are  now 
projected  to  be  the  lowest  level  since 
1975;  U.S.  stocks  compared  with  use  will 
be  the  lowest  since  1981.  For  example. 
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corn  stocks  on  September  1, 1989,  are 
expected  to  be  1,576  million  bushels, 
down  64  percent  from  September  1, 1988. 
In  the  1988/89  corn  marketing  year,  total 
use  is  expected  to  exceed  1988 
production  by  about  2.8  billion  bushels, 
necessitating  market  access  to  CCC- 
owned  grain  and  grain  pledged  as 
collateral  for  prior  crop  loans  in  order  to 
meet  market  needs.  Similarly,  wheat 
stocks  are  projected  to  be  597  million 
bushels  on  June  1, 1989,  down  53  percent 
from  June  1, 1988.  These  sharp 
reductions  in  stocks  have  caused  large 
increases  in  prices  of  food  and  feed 
grains.  Cash  market  corn  prices  are  up 
30  percent.  Since  May,  wheat  is  up  25 
percent,  and  soybeans  are  up  20  percent. 

The  expected  impacts  with  respect  to 
rice  is  minimal  or  none  due  to  the 
marketing  loan  program.  Accordingly, 
this  analysis  does  not  address  rice.  A 
final  regulatory  impact  analysis  has 
been  prepared  with  respect  to  the  1988 
Wheat,  Feed  Grain,  Rice  and  Soybean 
CCC  Programs. 

II.  Background  of  Proposed  Changes  to  7 
CFR  Part  1421 

CCC  makes  available  price  support  to 
eligible  producers  through  a  variety  of 
means,  including  purchase  agreements 
and  nonrecourse  loans.  Producers  who 
comply  with  applicable  program 
requirements  are  afforded  the 
opportunity  to  obtain  CCC  price  support 
loans  for  a  term  determined  by  CCC. 
These  loans  are  made  available  in 
accordance  with  several  sections  of  the 
Agricultural  Act  of  1949,  as  amended 
(the  1949  Act).  The  terms  and  conditions 
of  the  loans  are  set  forth  in  the  loan 
agreement.  See  7  CFR  1421.1-1421.32  for 
feed  grain,  rice,  soybean  and  wheat 
price  support  loans  and  purchase 
agreements  (53  FR  20280,  June  3, 1988). 

In  accordance  with  the  provisions  of  the 
loan  agreement  and  7  CFR  1421.6,  these 
loans  mature  no  later  than  the  last  day 
of  the  ninth  calendar  month  following 
the  month  in  which  the  loan  application 
is  made,  unless  extended  by  CCC.  In  the 
event  CCC  determines  to  extend  such 
loans,  the  producer  receives  actual 
notice  of  the  terms  and  conditions  of  the 
offered  extension.  The  producer  is  not, 
however,  required  to  accept  the  offered 
extension. 

In  accordance  with  section  110  of  the 
1949  Act,  CCC  may  make  available 
extended  price  support  loans  to 
producers  who  have  specified  maturing 
regular  wheat  and  feed  grain  price 
support  loans.  These  loans  are  referred 
to  as  Farmer-Owned  Reserve  (FOR) 
Loans.  The  minimum  and  maximum 
levels  of  the  wheat  and  feed  grain 
reserves  are  determined  annually.  The 
terms  and  conditions  of  the  loans  are  set 


forth  in  the  loan  agreement.  See  7  CFR 
1421.740-54  (53  FR  11,239,  April  26, 

1988). 

Section  110  of  the  1949  Act  provides 
that,  whenever  the  total  quantity  of 
wheat  pledged  as  collateral  for  FOR 
loans  is  less  than  300  million  bushels 
and  the  market  price  for  wheat  is  less 
than  140  percent  of  the  current  price 
support  level,  entry  into  the  reserve 
must  be  allowed.  Currently,  395  million 
bushels  are  in  the  FOR  wheat  reserve 
and  wheat  prices  are  in  excess  of  140 
percent  of  the  current  price  support  rate. 
With  respect  to  feed  grains,  the 
minimum  FOR  level  is  450  million 
bushels  and  the  minimum  market  price 
is  140  percent  of  the  current  price 
support  rate.  Currently,  1.06  billion 
bushels  of  corn,  54  million  bushels  of 
sorghum  and  50  million  bushels  of 
barley  are  in  the  FOR  feed  gran  reserve. 
Corn  prices  exceed  140  percent  of  the 
current  price  support  rate. 

Prior  to  the  enactment  of  the  Food 
Security  Act  of  1985  (the  1985  Act), 
which  amended  section  110  of  the  1949 
Act,  the  term  of  a  FOR  loan  could  not 
exceed  5  years.  The  1985  Act  amended 
section  110  to  provide  for  FOR  loans  of 
not  less  than  3  years  with  extensions  as 
warranted.  However,  prior  to  this 
amendment,  producers  possessed  a 
substantial  number  of  FOR  loans  which 
were  maturing  and,  due  to  market 
conditions,  the  loan  collateral  would  be 
forfeited  to  CCC.  In  order  to  provide 
greater  flexibility  to  producers,  CCC 
established  the  Special  Producer  Storage 
Loan  Program  in  accordance  with  the 
CCC  Charter  Act,  as  amended.  The 
terms  and  conditions  of  these  loans  are 
set  forth  in  the  loan  agreement.  See  7 
CFR  1421.900-1421.917. 

In  January  and  March  1988,  after 
evaluating  existing  and  projected  supply 
and  demand  conditions  for  wheat  and 
feed  grains,  CCC  determined  and 
announced  that  certain  price  support 
loans  would  be  extended  and  that 
certain  other  loans  would  not  be 
extended.  Accordingly,  with  respect  to 
loans  that  were  not  extended,  producers 
are  required  to  comply  with  the  terms 
and  conditions  of  their  loan  agreements 
which  require  repayment  of  the  loan  or 
forfeiture  to  CCC  of  the  loan  collateral 
by  a  specified  date. 

Following  the  announcement  of  these 
decisions,  the  State  of  Minnesota  and 
several  Minnesota  producers  brought  an 
action  in  the  United  States  District  Court 
of  the  District  of  Minnesota  which 
alleged  that  the  actions  taken 
concerning  these  loans  were  not  made 
in  accordance  with  statutory 
requirements.  Among  the  allegations, 
plaintiffs  contend  that  these  decisions 


were  not  made  in  accordance  with  the 
Administrative  Procedure  Act,  as 
amended,  5  U.S.C.  551  et  seq. 
Subsequently,  on  July  22, 1988,  based 
upon  the  United  States  Magistrate’s 
Report  and  Recommendation,  the  United 
States  District  Court  entered  an  order 
enjoining  the  use  of  two  intra-agency 
notices  which  were  used  by  the 
Agricultural  Stabilization  and 
Conservation  Service  (ASCS)  to  notify 
State  and  County  ASCS  Offices  of  these 
decisions. 

It  is  the  position  of  CCC  that  the 
provisions  of  the  Administrative 
Procedure  Act,  as  amended,  are  not 
applicable  to  these  decisions  since  5 
U.S.C.  553(a)(2)  specifically  exempts 
agencies  from  conducting  proposed 
rulemaking  actions  with  respect  to  "a 
matter  relating  to  agency  management 
or  personnel  or  to  public  property,  loans, 
grants,  benefits,  or  contracts."  It  is  also 
the  position  of  CCC  that  the  Statement 
of  Policy  signed  by  the  Secretary  of 
Agriculture  on  July  20, 1971  (see  36  FR 
13804),  which  provided  that,  in  certain 
specified  instances,  proposed 
rulemaking  would  be  undertaken  by  all 
agencies  of  the  Department 
notwithstanding  the  exemption  set  forth 
in  5  U.S.C.  553(a)(2)  is  not  applicable  to 
the  types  of  actions  involved  in  these 
decisions  since  proposed  rulemaking 
actions  would  be  impracticable. 

However,  in  order  to  alleviate  the 
concerns  of  interested  parties  regarding 
the  procedure  which  CCC  utilized  in 
making  these  decisions  and  to  provide 
market  stability,  comments  were 
requested  with  respect  to  proposed 
amendments  to  the  regulations  of  CCC 
which  are  set  forth  in  Title  7  of  the  Code 
of  Federal  Regulations.  These  proposed 
amendments  would  amend  7  CFR  1421.6 
to  provide  that  1987  and  subsequent 
crop  price  support  loans  for  feed  grains, 
rice,  soybeans  and  wheat  would  not  be 
subject  to  any  additional  extension  of 
the  original  loan  term  of  nine  months. 
Section  1421.6  would  also  be  amended 
to  provide  that  1985  and  1986  crop  loans 
of  wheat,  barley,  oats,  and  soybeans 
would  not  be  extended  at  maturity  and 
that  producers  with  1985  and  1986  crop 
corn  and  grain  sorghum  loans  which 
mature  on  March  31, 1988  through  and 
including  December  31, 1988  would  be 
provided  the  opportunity  to  extend  such 
loans  for  one  year.  The  proposed  rule 
would  also  amend  the  FOR  program 
regulations  which  are  set  forth  at  7  CFR 
1421.741  to  provide  that  1984  crop  FOR 
loans  which  mature  on  March  31, 1988 
through  and  including  December  31, 1988 
may  be  extended  for  one  year  and  that 
1983  and  prior  crop  year  FOR  loans 
would  not  be  extended. 
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The  proposed  rule  would  also  amend 
the  regulations  at  7  CFR  1421.900- 
1421.917  which  set  forth  the  regulations 
governing  the  special  producer  storage 
loan  program.  The  basis  for  the  program 
was  explained  in  the  preamble  of  the 
rule  which  set  forth  the  initial 
regulations  which  established  the 
program: 

The  Farmer-Owned  Grain  Reserve  Program 
has  been  implemented  for  wheat,  com, 
barley,  sorghum,  and  oats  in  accordance  with 
the  provisions  of  section  110  of  the 
Agricultural  Act  of  1949,  as  amended. 
Producers  with  matured  grain  reserve  loans 
will  have  utilized  the  entire  period  of  their 
reserve  loan  agreement  which  is  available  for 
the  commodity.  Normally,  producers  with 


matured  grain  reserve  loans  would  be 
required  to  redeem  the  loan  collateral  or 
forfeit  the  collateral  to  CCC  in  full 
satisfaction  of  the  loan  obligation.  However, 
under  the  Special  Producer  Storage  Loan 
Program,  producers  will  be  given  the 
opportunity  to  pledge  the  collateral  securing 
a  matured  grain  reserve  loan  as  collateral  for 
a  loan  obtained  under  the  new  program. 

50  FR  16221  (April  25, 1985). 

The  program  was  determined  to  be 
necessary  since,  at  that  time,  section  110 
of  the  1949  Act  specified  that  FOR  loan 
agreements  could  not  be  for  a  term  in 
excess  of  5  years.  Section  110  of  the  1949 
Act  was  subsequently  amended  by  the 
Food  Security  Act  of  1985  by  deleting 
the  5-vear  maximum  limitation  and  by 


providing  that  FOR  loans  could  be 
extended  as  warranted  by  market 
conditions.  Accordingly,  it  has  been 
determined  that  this  program  is  no 
longer  necessary.  Therefore,  the 
proposed  rule  would  delete  the 
regulations  which  set  forth  the 
provisions  which  were  used  to  make 
Special  Producer  Storage  Loans  and 
would  also  specify  that  maturing  Special 
Producer  Storage  Loans  will  not  be 
extended. 

The  quantities  of  outstanding  CCC 
loan  collateral  as  of  August  17, 1988 
which  would  be  affected  by  the 
proposed  amendments  are  as  follows: 


[Millions  of  bushels] 


Program  crop  year 

Wheat 

Com 

Sorghum 

Barley 

Oats 

Soybeans 

Regular  Loans: 

1985 . 

6 

*76 

*4 

2 

0 

2 

1986 . 

23 

*454 

*27 

11 

0 

7 

1987 . 

29 

532 

11 

12 

0 

44 

“'I  j  'f ’1  1  ..  :vv:V 

166 

0 

0 

3 

0 

*71 

*281 

*11 

*14 

*0 

158 

781 

43 

33 

0 

0 

110 

17 

25 

1 

- - - 

(Asterisks  denote  loans  which  would  be  available  for  extension.) 

1  These  loans  do  not  begin  to  mature  until  1990. 

2  These  loans  do  not  begin  to  mature  until  1989. 


Basis  For  CCC’s  Actions  Regarding  CCC 
Price  Support  Loans 

In  January  and  March  1988,  CCC 
announced  that  certain  CCC  price 
support  loans  would  be  extended  and 
that  certain  loans  would  not  be 
extended.  CCC  also  announced  that 

1987  crops  of  wheat  and  feed  grains 
would  not  be  allowed  entry  into  the 
FOR.  These  decisions  were  based  upon 
market  conditions  which  existed  at  that 
time.  Those  decisions  were  based  upon 
expected  1988  normal  crop  production. 

In  making  these  determinations,  CCC 
took  in  account  the  impact  the  decisions 
would  have  on  producers  of  wheat,  feed 
grains  and  soybeans  as  well  as  on  the 
ultimate  users  of  these  products. 

At  that  time,  excessive  surpluses  of 
these  crops  existed  as  the  result  of 
overproduction  in  previous  years.  These 
excessive  surpluses  had  occurred  due  in 
larger  part  to  the  loss  of  export  markets 
from  1981-1985.  In  order  to  reduce  these 
excessive  surpluses,  the  Food  Security 
Act  of  1985  amended  the  1949  Act  to 
mandate  acreage  reduction  programs  for 
wheat  and  feed  grains  and  also 
mandated  the  use  of  export 
enhancement  programs.  Accordingly, 
CCC’s  decisions  in  January  and  March 

1988  were  based  in  large  part  upon  a 


concern  to  maintain  regained  export 
markets.  The  U.S.  share  of  export 
markets  for  wheat  had  increased  from 
29  percent  in  the  1985-1986  marketing 
year  to  42  percent  in  the  1987-1988 
marketing  year,  still  below  the  1981-1982 
marketing  year  level  of  48  percent.  With 
respect  to  com,  such  U.S.  share  had 
increased  from  58  percent  in  the 
1985-1986  marketing  year  to  78  percent 
in  1987-1988  marketing  year,  still  below 
the  1979-1980  marketing  year  level  of  82 
percent.  By  retaining  these  markets 
through  the  availability  of  grain  from 
CCC  inventory  and  from  free  stocks,  U.S. 
producers  would  be  able  to  market 
larger  quantities  of  1988  and  subsequent 
crops.  At  that  time,  estimated  1988  crop 
production  was  projected  to  be  less  than 
the  combined  total  of  1988  projected 
uses  and  would  result  in  sharp  declines 
in  both  total  carryover  stocks  and  free 
stocks.  Accordingly,  access  to  CCC 
stocks  and  loan  collateral  was 
determined  to  be  necessary. 

However,  the  production  of  1988  crops 
of  many  commodities,  including  wheat, 
feed  grains  and  soybeans,  has  been 
severely  reduced  by  the  drought 
conditions  which  exist  throughout  major 
agricultural  regions  of  the  United  States. 
For  example,  on  May  10, 1988  the 
estimated  1988  production  of  com  was 


7.3  billion  bushels.  These  estimates  have 
declined  to  5.2  billion  bushels  on  July  12, 
1988,  and  to  4.48  billion  bushels  on 
August  11, 1988.  Thus,  at  this  time,  even 
greater  accessibility  to  CCC  inventory 
and  loan  collateral  is  necessary  to  meet 
demand  than  previously  was 
determined  to  exist  in  January  and 
March  1988.  Similarly  estimated  wheat 
production  has  fallen  from  2.17  billion 
bushels  to  1.82  billion  bushels.  While 
soybean  production  has  fallen  from  1.88 
billion  bushels  in  May  1988  to  1.47 
billion  bushels  in  August  1988. 

The  decrease  in  feed  grain  and 
soybean  production,  together  with  the 
reduction  in  other  feed  supplies,  has 
caused  significant  and  unexpected 
increases  in  feed  prices  for  livestock 
and  poultry  producers  and  has  also 
resulted  in  the  unavailability  of  feed  in 
some  regions  of  the  country.  These 
factors  have  resulted  in  the  liquidation 
of  livestock  herds  and  poultry  flocks 
which  has  adversely  affected  producers’ 
income. 

The  United  States’  supply  of  wheat 
has  also  been  reduced  due  to  the  1988 
drought.  Coupled  with  the  expansion  of 
U.S.  export  markets  during  the  past 
year,  the  drought  has  resulted  in  the 
smallest  supply  of  U.S.  wheat  in  nearly 
a  decade.  Durum  wheat  production  was 
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reduced  41  percent  from  1987,  while 
other  spring  wheat  production  is  down 
53  percent.  Similar  reductions  have 
occurred  as  a  result  of  the  drought  in 
1988  oat  and  barley  production.  Barley 
production  is  down  45  percent  and  oat 
production,  also  down  45  percent,  will 
be  the  lowest  since  1866.  Accordingly, 
substantial  quantities  of  oats  will  be 
imported  into  the  U.S.  during  the  next 
year. 

In  summary,  early  1988  estimates 
showed  that  the  1988  use  of  wheat,  feed 
grains  and  soybeans  would  exceed  1988 
production  thereby  necessitating  access 
to  CCC  inventory  and  CCC  loan 
collateral.  The  effects  of  the  1988 
drought  further  necessitate  such 
accessibility. 

In  order  to  ensure  orderly  marketing 
of  these  commodities,  including  1988 
production,  it  has  been  determined  that 
some  crop  year  loans  with  1988  maturity 
dates  will  be  extended  until  1989.  By 
allowing  some  crop  year  loans  to  mature 
in  accordance  with  the  loan  agreements 
previously  entered  into  by  producers 
with  CCC  and  by  allowing  producers  to 
extend  certain  other  loans,  CCC’s  action 
will  provide:  (1)  Producers  the 
opportunity  to  deliver  grain  into  the 
market  in  an  orderly  fashion  with  very 
minimal  forfeitures  to  CCC;  (2) 


purchasers,  both  domestic  and  foreign, 
with  reliable  supplies,  and  (3)  parties 
who  transport  and  handle  such 
commodities  sufficient  time  to  determine 
the  most  efficient  manner  to  move  these 
commodities  from  the  producer  to  a 
consumer. 

Section  110  of  the  1949  Act  provides 
for  the  implementation  of  "a  program 
under  which  producers  of  wheat  and 
feed  grains  will  be  able  to  store  wheat 
and  feed  grains  when  such  commodities 
are  in  abundant  supply,  extend  the  time 
period  for  their  orderly  marketing,  and 
provide  for  adequate  but  not  excessive 
carryover  stocks  to  ensure  a  reliable 
supply  of  the  commodities."  It  is 
generally  accepted  that  an  adequate 
carryover  supply  of  wheat  is  .75  —1.0 
billion  bushels  and  that  an  adequate 
carryover  supply  of  corn  is  1.5  —2.0 
billion  bushels.  Sections  107D  and  105C 
of  the  1949  Act  provide,  with  respect  to 
wheat  and  feed  grains,  respectively,  that 
if  the  estimated  carryover  on  the  first 
day  of  the  marketing  year  for  a  crop  will 
exceed  1  billion  bushels  for  wheat,  and  2 
billion  bushels  for  com,  acreage 
reduction  programs  must  be 
implemented.  As  of  August  29, 1988, 
ending  1988/89  marketing  year  wheat 
stocks  are  estimated  to  be  597  million 
bushels  and  ending  1988/89  marketing 


year  corn  stocks  are  estimated  to  be  1.58 
billion  bushels.  Accordingly,  assuming 
that  the  quantities  specified  in  sections 
105C  and  107D  are  adequate  carryout 
quantities,  the  U.S.  will  have  minimally 
adequate  or  less  than  adequate 
carryovers  of  these  crops  going  into  the 
1989  marketing  year.  Section  110  of  the 
1949  Act  provides  that  the  FOR  program 
is  to  be  conducted  only  when  wheat  and 
feed  grains  are  in  “abundant  supply." 
Such  supplies  are  clearly  not  abundant 
and  are  projected  to  be  below  even 
“adequate  carryover”  levels.  Section  110 
also  provides  that  the  FOR  must  be 
conducted  in  a  manner  which  does  not 
curtail  free  market  activity.  Further 
entry  of  grain  into  the  FOR  would,  by 
the  end  of  the  marketing  year,  result  in 
record  high  levels  of  grain  in  the  FOR 
and  would  cause  serious  market 
disruptions. 

Based  upon  these  estimates,  entry  of 
any  further  crops  into  the  FOR  would 
not  only  be  contrary  to  market  demands 
but  would  also  violate  the  provisions  of 
section  110  of  the  1949  Act  which 
require  that  free  market  activity  not  be 
disrupted. 

Currently  the  following  quantities  are 
in  the  FOR  as  of  August  17: 


[Millions  of  bushels] 


Program  crop  year 

Wheat 

Corn 

Sorghum 

Barley 

Oats 

1983  and  prior . 

166 

0 

0 

0 

0 

1984 . ' . 

71 

281 

11 

14 

0 

1985 . 

158 

781 

43 

33 

0 

Total . 

395 

1,062 

54 

50 

0 

Wheat  FOR  loans  for  1983  and  prior 
crops  do  not  begin  to  mature  until  1990 
and  1985  wheat  and  feed  grain  FOR 
loans  begin  to  mature  early  in  1989. 
Accordingly,  sufficient  quantities  of 
FOR  loan  collateral  exist  and  are  in 
excess  of  statutory  minimums  set  forth 
in  section  110  of  the  1949  Act  which 
must  be  maintained  when  prices  fall 
below  specified  levels. 

On  July  7, 1988,  CCC  published  in  the 
Federal  Register  a  proposed  notice  of 
determination  with  respect  to  the  entry 
of  1988  crops  into  the  FOR.  No 
comments  were  received  during  the  30- 
day  comment  period.  CCC  proposed  to 
allow  entry  into  the  FOR  only  if  market 
prices  for  wheat  and  feed  grains  fell 
below  140  percent  of  the  respective  1988 
crop  price  support  rate  and  if  levels  in 
the  FOR  fell  below  300  million  bushels 
of  wheat  and  450  million  bushels  of  feed 
grains.  Subsequently,  the  Disaster 


Assistance  Act  of  1988  (the  1988  Act) 
was  enacted  principally  in  response  to 
the  1988  drought.  The  1988  Act  provided 
approximately  $3.9  billion  of  disaster 
related  relief  measures  to  producers 
affected  by  the  1988  drought  and  other 
specified  natural  disasters. 

Included  in  the  1988  Act  were 
provisions  which  relate  to  the  FOR 
Program.  Section  303(b)  of  the  1988  Act 
provides  greater  accessibility  to  FOR 
stocks  which  are  acquired  through  the 
exchange  of  CCC  commodity 
certificates.  Section  303(a)  of  the  1988 
Act  provides  that,  once  market  prices  of 
a  commodity  attain  the  FOR  release 
level  during  the  1988  marketing  year, 
producers  may  repay,  without  penalty, 
FOR  loans  during  the  remainder  of  such 
marketing  year  without  regard  to  market 
prices.  The  Joint  Explanatory  Statement 
of  the  Committee  of  Conference  which 


was  prepared  in  connection  with  the 
1988  Act  states  as  follows: 

The  conferees  believe  that  the  Secretary 
should  operate  the  farmer  owned  reserve  in  a 
way  that  will  remove  wheat  and  feed  grains 
from  the  market  during  times  of  surplus 
supply  and  increase  market  supply  during 
times  of  short  supply. 

Current  farmer  owned  reserve  quantities  of 
wheat  and  feed  grains  exceed  statutory 
minimums.  The  Secretary  has  previously 
determined  not  to  allow  entry  of  1987  crops 
of  wheat  and  feed  grains  into  the  reserve.  In 
making  any  subsequent  determination  as  to 
whether  to  permit  entry  of  1988  or  other  crops 
of  such  commodities  into  the  reserve,  the 
Secretary  should  take  into  consideration  the 
reduced  production  of  1988  crops  of  wheat 
and  feed  grains  as  a  result  of  the  drought,  the 
size  of  the  farmer  owned  reserve,  the  impact 
of  such  entry  upon  the  availability  of  these 
commodities  in  the  marketplace,  including, 
but  not  limited  to  consideration  of  the  impact 
on  the  domestic  livestock  and  poultry 
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industry,  the  ethanol  industry,  and  export 
market  share. 

See  134  Cong.  Rec.  H.  6474  (daily  ed. 

Aug.  8, 1988). 

Accordingly,  in  addressing  the 
manner  in  which  the  FOR  is  to  be 
conducted,  Congress  has  specifically 
recognized  that  statutory  FOR 
minimums  have  been  maintained  and 
that  entry  of  1987  crops  will  not  be 
permitted. 

Discussion  of  Comments 

In  response  to  that  portion  of  the 
August  10, 1988  proposed  rule  which 
relates  to  the  proposed  amendment  of  7 
CFR  Part  1421,  21  letters  containing  31 
comments  were  received.  In  addition, 
one  telephone  comment  was  received. 
Comments  were  received  from 
individuals,  grain  companies,  three 
chairmen  of  three  committees  of  the 
National  Grain  and  Feed  Association, 
the  Commissioner  of  Agriculture  and  the 
Attorney  General  of  Minnesota,  a 
county  ASC  committee,  producer 
organizations,  a  bee  company,  the  Rural 
Life  Office,  and  a  border  collie  breeder. 

The  comment  received  from  the  bee 
company  was  not  responsive  to  the 
proposed  rule  since  it  addressed  the 
issue  of  honey  loan  extensions.  The 
proposed  rule  did  not  address  CCC 
honey  price  support  loans. 

One  comment  stated  that  no  loan 
extensions  should  be  granted  since  a 
majority  of  producers  no  longer  have 
1987  crop  price  support  loans 
outstanding  and  these  producers  do  not 
have  the  opportunity  to  benefit  from  any 
extension  of  such  loans. 

One  comment  was  received  in  support 
of  CCC’s  proposed  amendment  of  7  CFR 
Part  1421.  This  comment  noted  that, 
given  current  production  and  carryover 
levels,  the  market’s  need  for  this  grain  is 
critical  and  new  or  additional 
extensions  would  have  the  effect  of 
artificially  isolating  these  stocks  from 
the  market  thereby  aggravating  a  tight 
supply-demand  situation. 

This  commenter  noted  that  extensions 
would  be  contrary  to  the  market- 
oriented  intent  of  the  Food  Security  Act 
of  1985  and  would  damage  the  U.S. 
status  as  a  reliable  exporter.  The 
commenter  stated  that  extensions  of 
some  of  these  loans  previously  were 
made  by  CCC  in  a  time  of  relative 
surplus  and  not  for  the  purpose  of 
creating  artificial  scarcity  in  times  of 
relative  shortages.  The  commenter  also 
noted  that  it  will  take  some  time  through 
normal  market  movements  for  grain  that 
had  been  pledged  as  collateral  for 
maturing  loans  to  be  positioned  and 
available  for  the  market.  The  commenter 
further  noted  that  CCC’s  exposure  to 


loan  forfeitures  would  be  minimal  due  to 
current  market  conditions. 

CCC  concurs  in  the  view  that  it  would 
be  inequitable  at  this  time  to  allow 
extensions  of  some  1987  crop  loans 
since  not  all  producers  in  the  southern 
region  of  the  United  States  would  be 
able  to  take  advantage  of  such  an 
extension.  As  of  August  17, 1988,  only  6 
percent  of  1987  wheat  and  13  percent  of 
com  price  support  loans  remained 
outstanding. 

CCC  also  concurs  with  the  analysis 
provided  by  the  second  commenter  that 
any  further  loan  extensions  would,  in 
general,  result  in  the  loss  of  U.S.  status 
as  a  reliable  exporter.  The  views  of  the 
commenter  are  also  consistent  with  the 
discussion  of  the  basis  for  CCC’s  actions 
previously  set  forth  in  this  document. 

Seven  comments  suggested  that,  by 
allowing  loan  extensions,  more  orderly 
marketing  of  grain  would  occur.  Three  of 
these  comments  suggested  limiting  any 
extension  to  six  months,  one  of  which 
suggested  that  any  storage  payments 
which  would  be  made  should  not  be 
made  until  the  loan  is  settled. 

As  noted  in  the  previous  discussion  of 
CCC’s  basis  for  only  extending  only 
certain  loans,  orderly  marketing  will 
occur  as  a  result  of  this  proposed 
amendment.  Further,  by  extending  all 
loans,  CCC  would  merely  delay  until 
next  year  any  possible  effect  on  the 
market  that  may  occur  upon  maturity  of 
these  loans.  Current  storage  availability 
and  transportation  facilities  are  more 
than  adequate  to  handle  1988  crop 
production  which  is  marketed  as  well  as 
grain  which  will  enter  the  market  from 
those  loans  which  mature  in  accordance 
with  their  stated  maturity  dates.  No  data 
was  provided  by  any  commenter  that 
supported  the  view  that,  by  extending 
loans,  even  for  a  six  month  period,  any 
more  orderly  marketing  would  occur 
than  if  such  loans  are  not  extended. 

Delaying  the  payment  of  storage 
payments  until  the  loan  is  settled  would 
not  result  in  orderly  marketing  making 
storage  payments  either  in  advance  or 
on  a  delayed  basis  would  merely  create 
a  disincentive  for  a  producer  to  follow 
market  forces  when  deciding  whether  or 
not  to  market  a  commodity  since  the 
producer  would  have  an  artificial 
incentive  to  hold  the  commodity. 

Further,  it  is  not  the  purpose  of  CCC  to 
expend  its  limited  funds  for  producers  to 
store  commodities  in  times  of  reduced 
production  and  high  prices.  CCC  offers 
storage  payments  to  producers  in  certain 
instances  in  order  to  encourage 
producers  to  store  grain  when  surpluses 
exist  until  the  grain  can  enter  the  market 
in  situations  such  as  those  which  have 
existed  throughout  1988. 


As  noted  in  the  previous  discussion  of 
CCC’s  actions,  loan  extensions  are 
made  available  by  CCC  in  times  of 
surplus  in  order  to  encourage  orderly 
marketing.  Once  market  prices  have 
exceeded  the  CCC  price  support  level, 
the  purpose  of  the  CCC  price  support 
loan  has  been  attained,  i.e.,  to  guarantee 
a  producer  a  specified  minimum  price 
for  the  commodity.  Since  the 
formulation  of  the  price  support  loan 
concept  over  50  years  ago,  it  has  not 
been  an  objective  of  the  price  support 
program  to  ensure  that,  at  the  expense 
of  CCC’s  limited  funding  authority, 
producers  receive  a  market  price  in 
excess  of  the  price  support  level. 
Producers  who  wish  to  speculate  that 
prices  will  continue  to  remain  in  excess 
of  the  price  support  level  after  the 
maturity  of  their  price  support  loan  may 
redeem  the  loan  collateral  and  retain 
control  of  the  commodity  until  such  time 
as  they  wish  to  market  the  commodity. 

In  addition,  traditional  marketing 
devices,  such  as  contingency  markets 
and  forward  contracting,  are  available 
to  producers  which  will  allow  producers 
to  take  advantage  of  potentially  high 
future  market  prices  if  the  producers 
wish  to  speculate  in  the  market. 

As  noted  in  the  discussion  in  response 
to  the  comments  which  addressed  the 
concern  for  orderly  marketing,  market 
prices  exceed  current  price  support 
levels.  Accordingly,  producers  who  wish 
to  speculate  that  higher  prices  will  occur 
may  redeem  their  loan  collateral  and 
market  their  commodity  at  a  future  date 
if  they  so  desire. 

Five  comments  suggested  that,  by 
allowing  loan  extensions,  stabilized  or 
enhanced  market  prices  would  be 
available  to  producers. 

Four  comments  expressed  concern 
that  the  current  drought  and  the  recently 
enacted  emergency  livestock  provisions 
of  the  Drought  Assistance  Act  of  1988 
should  be  taken  into  consideration  in 
making  the  decision  as  to  whether  loan 
extensions  should  be  authorized.  These 
comments  suggest  that  loan  extensions 
would  be  warranted  due  to  these  events. 

Significant  decreases  in  1988 
production  of  wheat,  feed  grain  and 
soybeans  and  other  feed  supplies  have 
occurred  as  a  result  of  the  1988  drought. 
Liquidation  of  livestock  herds  and 
poultry  flocks  has  occurred  due  to 
unexpected  and  significant  increases  in 
feed  prices  and  due  to  the  unavailability 
of  feed  in  some  regions  of  the  country. 
Accordingly,  CCC  has  implemented 
emergency  feed  programs  in  order  to 
alleviate  the  impact  of  the  drought  on 
these  producers.  To  allow  all  loans  to  be 
extended  would  create  artificial 
incentives  in  the  market  and  would  only 
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result  in  even  tighter  feed  supplies 
which  would  further  injure  livestock  and 
poultry  producers.  Extensions  of  all 
loans  would  also  be  contrary  to  the 
objectives  of  the  emergency  feed 
programs  conducted  by  CCC,  as 
required  by  the  Disaster  Assistance  Act 
of  1988,  which  provide  that  CCC  will 
make  available  to  livestock  and  poultry 
producers  CCC-owned  inventory  at 
prices  which  are  below  current  price 
support  levels. 

Five  comments  were  received  which 
stated  that  announcements  of  decisions 
which  are  made  with  respect  to  loan 
extensions  should  be  made  in  a  more 
timely  manner.  Several  of  these 
comments  noted  that  the  decision  to 
extend  July  31, 1988,  maturing  loans  was 
not  made  in  a  manner  which  allowed 
producers  to  take  advantage  of  this 
option.  Two  comments  also  stated  that 
producers  whose  loans  matured  earlier 
in  the  year  were  not  afforded  the  same 
opportunity  to  extend  their  loans.  Two 
comments  also  requested  that  the 
comment  period  be  extended. 

CCC  notifies  producers  with  maturing 
price  support  loans  of  the  options 
available  to  them  with  respect  to  the 
settlement  of  their  loans.  Generally, 
producers  receive  actual  notice  of  these 
options  45  days  in  advance  of  maturity. 
However,  an  injunction  was  issued  on 
July  22, 1988  in  a  lawsuit  involving 
CCC’s  earlier  announcement  of  certain 
loan  extension  and  FOR  entry  decisions. 
CCC  received  notice  of  this  injunction 
on  July  26, 1988.  As  soon  as  CCC  had 
reviewed  the  situation  presented  by  the 
injunction,  CCC  announced  on  July  29, 
1988,  that  loans  maturing  on  July  31, 

1988  would  be  extended.  This  extension 
was  made  available  in  order  to  provide 
market  stability  until  CCC  could  fully 
determine  the  actions  which  were 
required  by  the  injunction. 

In  order  to  provide  further  stability  to 
commodity  markets,  CCC  published  a 
notice  of  proposed  rulemaking  on 
August  10, 1988  in  order  to  correct  any 
possible  procedural  deficiencies  which 
may  exist  concerning  its  announcement 
of  price  support  loan  extensions  and 
FOR  entry.  Accordingly,  producers  have 
had  sufficient  notice  of  its  proposed 
actions. 

The  comment  period  for  the  proposed 
rule  was  limited  to  15  days  in  order  that 
a  decision  regarding  these  loans  could 
be  made  prior  to  their  maturity  on 
August  31, 1988.  Many  purchasers  of 
grain,  including  livestock  and  poultry 
producers,  and  handlers  of  grain  had 
made  commitments  well  in  advance  of 
the  July  22, 1988  injunction.  In  order  to 
analyze  all  comments  which  were 
received  in  response  to  the  proposed 
rule  and  to  reduce  market  uncertainty 


and  maintain  stability,  the  comment 
period  ended  August  25, 1988. 

Price  support  loans  which  are  made 
available  to  wheat,  feed  grain,  rice  and 
soybean  producers  provide  that  such 
loans  will  mature  the  last  day  of  the 
ninth  month  following  the  month  in 
which  the  loan  application  is  made.  The 
length  of  the  loan  is  structured  in  a 
manner  which  will  allow  grain  from  one 
crop  to  enter  the  market  prior  to  the 
harvest  of  the  following  crop.  By  limiting 
the  length  of  the  loan  to  9  months, 
staggered  entry  of  commodities  occurs 
throughout  the  nation  in  a  manner  which 
corresponds  to  normal  harvesting 
patterns,  i.e.,  loans  in  the  southern 
region  of  the  United  States  mature  the 
earliest  and  those  in  the  northern  region 
mature  the  latest.  This  staggered  entry 
provides  for  market  price  stability  and 
for  the  entry  of  sufficient  stocks  into  the 
market  in  an  orderly  manner. 
Accordingly,  by  further  extending  price 
support  loans  with  maturity  dates  of  July 
31,  and  August  31,  until  September  30, 
normal  marketing  and  handling  patterns 
will  be  severely  disrupted  since  1988 
crops  will  be  in  the  process  of  being 
harvested  and  will  be  in  the  process  of 
being  placed  in  storage  facilities  by 
producers.  Due  to  the  1988  drought, 
harvest  will  begin  much  earlier  than 
normal  in  most  areas  of  the  country. 
Accordingly,  decisions  by  CCC 
regarding  July  31,  and  August  31, 1988 
maturing  loans  must  be  made  prior  to 
August  31,  in  order  to  allow  producers  to 
make  necessary  marketing  decisions. 
Further,  the  decisions  which  are  made 
by  CCC  regarding  these  loans  will 
impact  all  producers  who  will  be 
harvesting  1988  crops,  and  not  just 
producers  with  maturing  CCC  loans, 
since  they  too  must  make  arrangements 
concerning  the  storage,  shipment  and 
sale  of  their  crop.  Accordingly,  good 
cause  exists  for  not  providing  a  longer 
comment  period  since  a  longer  comment 
period  would  be  impracticable  and 
contrary  to  the  public  interest. 

Two  comments  stated  that,  by 
extending  these  loans,  the  government 
would  incur  lower  storage  costs  than  by 
storing  grain  in  commercial  storage 
facilities. 

By  not  extending  certain  loans,  the 
storage  payments  which  would  have 
been  made  under  such  loans  would  have 
exceeded  any  increase  in  CCC  storage 
and  handling  costs  which  may  be 
incurred  on  any  forfeitures  that  occur  as 
the  result  of  the  adoption  of  the 
proposed  rule. 

CCC  projects  that  few  if  any 
forfeitures  will  occur  as  the  result  of  its 
proposed  amendment  to  7  CFR  Part  1421 
since  market  prices  exceed  current  price 
support  levels.  Approximately  99 


percent  of  all  1987  crop  year  loan 
settlements  which  have  occurred  from 
January  29, 1988  through  August  17, 1988 
have  been  loan  repayments.  For  all  crop 
year  loans  which  were  settled  in  this 
period,  approximately  93  percent  of  all 
loans  were  repaid.  Producers  may  also 
use  commodity  certificates  to  profitably 
acquire  and  market  any  grain  which  has 
been  pledged  as  collateral  for  any  CCC 
price  support  loan  which  has  a 
repayment  value  per  bushel  which 
exceeds  current  market  prices.  Further. 
CCC  inventory  is  continuing  to  decline 
and  uncommitted  wheat  stocks  will 
likely  be  less  than  50  million  bushels  by 
December  31, 1988  and  may  well 
approach  zero.  Uncommitted  CCC  com 
stocks  will  likely  be  less  than  200 
million  bushels  by  such  time.  By 
comparison,  the  quantities  of  wheat  and 
com  in  CCC  inventory  as  of  August  1, 
1987,  were  808  million  and  1.47  billion 
bushels,  respectively. 

Five  comments  were  received  with 
respect  to  the  effect  that  the  proposed 
rule  has  on  litigation  currently  pending 
which  involves  CCC's  earlier  decisions 
not  to  allow  extension  of  certain  crop 
year  loans  or  to  allow  entry  into  the 
FOR. 

It  is  CCC's  position  that  the  injunction 
issued  on  July  22, 1988  prohibited  the 
implementation  of  two  intra-agency 
notices.  Absent  these  notices,  all  loans 
maturing  in  1988  would  not  be  extended 
and  entry  into  the  FOR  would  not  be 
permitted.  The  injunction  did  not 
prohibit  the  use  of  other  existing 
authority  of  CCC  and  did  not  preclude 
CCC  from  conducting  a  rulemaking 
activity  in  order  to  remove  any  possible 
procedural  deficiency  which  may  exist. 

One  comment  merely  stated  that 
farmers  are  under  stress  and  that 
actions  should  not  be  taken  which  give 
grain  companies  an  additional 
advantage  over  them. 

The  proposed  amendments  to  7  CFR 
Part  1421  are  not  intended  to  provide 
any  advantage  to  grain  companies  or  to 
any  other  party.  The  amendments  are 
intended  to  provide  adequate  supplies  of 
grain  in  the  market  without  imposing  an 
artificial  barrier  to  the  market  such  as 
through  the  payment  of  unnecessary 
storage  payments  to  producers. 

One  comment  agreed  with  the 
proposal  of  giving  producers  actual 
notice  by  mail  of  any  future  extensions. 
The  commenter  also  stated  that  this 
notice  should  be  given  at  least  14  days 
prior  to  loan  maturity. 

As  noted  previously,  it  is  the  current 
policy  of  CCC  to  provide  sufficient  and 
timely  notice  to  producers  of  offered 
loan  extensions.  Since  CCC  has 
historically  provided  actual  notice 
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approximately  45  days  in  advance  of 
maturity,  the  suggestion  that  such  notice 
be  made  at  least  14  days  in  advance  has 
been  rejected. 

One  comment  stated  that  the  Special 
Producer  Storage  Loan  Program  should 
not  be  terminated  since  it  could  be  used 
in  the  future  if  crop  surpluses  occur.  One 
commenter  agreed  with  the  proposal, 
noting  that  the  continued  use  of  the 
program  contravenes  the  intent  of  the 
Food  Security  Act  of  1985.  This 
commenter  also  stated  that,  for  the  same 
reasons  previously  set  forth  in  support 
of  CCC's  proposal  to  not  extend  certain 
loans,  that  this  program  should  also  be 
terminated. 

As  noted  previously,  the  Special 
Producer  Storage  Loan  Program  was 
established  in  1985  since  CCC  could  not 
have  FOR  loans  with  a  term  in  excess  of 
5  years.  At  the  then  prevailing  market 
prices,  producers  would  have  forfeited 
large  quantities  of  the  maturing  FOR 
loan  collateral.  In  order  to  provide 
greater  flexibility  to  producers  by 
allowing  producers  to  retain  control  of 
this  grain,  the  Special  Producer  Storage 
Loan  Program  was  established. 
Subsequently,  the  Food  Security  Act  of 
1985  amended  section  110  of  the  1949 
Act  to  remove  the  restriction  that  FOR 
loans  cannot  be  for  a  term  of  longer  than 
5  years.  Accordingly,  the  need  for  this 
program  no  longer  exists. 

Two  comments  stated  that  the 
proposal  to  delete  from  existing 
regulations  the  authority  for  CCC  to 
extend  1987  and  subsequent  crops 
should  not  be  adopted  since  it  is  too 
premature  to  determine  whether  future 
extensions  are  warranted. 

Extensions  of  CCC  price  support  loans 
have  been  made  available  when  large 
surpluses  of  commodities  exist.  The 
purpose  of  these  extensions  has  been  to 
allow  producers  to  retain  control  of  the 
loan  collateral  beyond  the  initial  loan 
maturity  date  in  lieu  of  forfeiting  the 
collateral.  When  determining  whether  to 
offer  such  extensions,  CCC  takes  into 
consideration  whether  it  is  likely  that 
prices  will  reach  the  point  that  loan 
repayments  are  likely  to  occur  and  the 
market  demand  for  the  commodity. 
Extensions  of  1984-1988  crop  year  loans 
were  authorized  due  to  depressed 
market  prices,  excessive  supplies,  tight 
storage  situations  and  large  CCC 
inventories.  These  conditions  do  not 
currently  exist.  Further,  due  to  the  large 
reduction  in  1988  production,  these 
situations  are  not  projected  to  occur  in 
the  1988/89  marketing  year. 

In  order  to  remove  the  possibility  of 
encountering  any  further  concerns  with 
respect  to  the  procedural  manner  in 
which  loan  extension  determinations 
are  made,  CCC  has  determined  that  7 


CFR  Part  1421  will  specifically  provide 
that  no  extensions  will  be  made. 
However,  in  the  event  market  and 
storage  conditions  and  CCC  inventory 
levels  change  which  would  warrant  the 
extension  of  subsequent  crop  year  loans, 
CCC  would  still  be  authorized  to  take 
such  action.  But,  in  implementing  such  a 
decision,  CCC  would  be  required  to 
publish  in  the  Federal  Register  an 
amendment  to  7  CFR  Part  1421  in  order 
to  effectuate  any  such  extension. 
Therefore,  all  interested  parties  would 
receive  sufficient  notice  of  such  change. 

One  comment  stated  that  the 
proposed  rule  should  set  forth  standards 
which  would  be  used  to  determine  when 
loan  extensions  would  be  granted  or 
entry  into  the  FOR  would  be  permitted. 

When  determining  whether  to  offer 
loan  extensions  or  to  allow  entry  into 
the  FOR,  CCC  must  take  into 
consideration  conditions  existing  at  that 
time.  A  myriad  of  factors  must  be 
considered.  These  factors  include 
existing  and  projected  market  prices; 
foreign  and  domestic  market  demands; 
weather  conditions;  livestock,  ethanol, 
and  poultry  industry  concerns;  storage 
capacities;  foreign  agricultural  subsidy 
actions;  humanitarian  and  domestic 
emergency  relief  measures;  and  CCC 
budgetary  restrictions.  CCC  must  also 
take  into  consideration  statutory 
requirements  applicable  to 
determinations  involving  wheat  and 
feed  grain  acreage  reduction  programs 
which  take  into  consideration  projected 
carryover  supplies.  Accordingly,  since 
these  factors  as  well  as  other  factors  are 
continually  changing,  the  suggestion  that 
specific  standards  be  set  forth  in  7  CFR 
Part  1421  is  rejected. 

This  commenter  also  noted  that 
factors  other  than  the  statutory  FOR 
minimums  which  are  set  forth  in  section 
110  of  the  1949  Act  must  be  taken  into 
consideration  when  allowing  entry  into 
the  FOR.  The  commenter  also  stated 
that,  by  allowing  the  extension  of  1984 
crop  FOR  loans  only,  quantities  in  the 
FOR  will  fall  below  the  statutory 
minimum.  The  commenter  further  stated 
that  since  Congress  has  provided  in  the 
Disaster  Assistance  Act  of  1988  for  the 
release  of  FOR  grain  without  penalty 
any  time  during  the  1988  marketing  year 
if  market  prices  attain  the  release  level 
during  such  year,  Congress  has 
indicated  the  manner  in  which  private 
stocks  should  enter  the  market. 

This  commenter  also  noted  that  if  the 
Secretary  perceives  that  an  emergency 
situation  exists  which  requires  the 
release  of  FOR  stocks,  such  authority  is 
already  provided  for  in  section  110  of 
the  1949  Act. 

As  noted  in  the  previous  discussion  of 
the  basis  for  CCC’s  actions  regarding 


price  support  loan  extensions  and  entry 
into  the  FOR,  section  110  of  the  1949  Act 
provides  for  the  implementation  of  “a 
program  under  which  producers  of 
wheat  and  feed  grains  will  be  able  to 
store  wheat  and  feed  grains  when  such 
commodities  are  in  abundant  supply, 
extend  the  time  for  their  orderly 
marketing,  and  provide  for  adequate, 
but  not  excessive,  carryover  stocks  to 
ensure  a  reliable  supply  of  the 
commodities.”  CCC  has  always  taken 
these  and  other  factors  into 
consideration  when  determining 
whether  to  allow  entry  into  the  FOR. 
However,  it  should  be  noted  that  section 
110  of  the  1949  Act  provides  that  such  a 
program  shall  be  available  when  "such 
commodities  are  in  abundant  supply.” 
Current  supplies  of  wheat  and  feed 
grains  have  been  significantly  reduced 
by  the  1988  drought.  For  the  purposes  of 
determining  adequate  carryover  levels 
in  carrying  out  domestic  price  support 
programs  and  related  activities,  ending 
1988/89  marketing  year  stocks  will  be 
minimally  adequate  or  below  such 
levels.  Projected  ending  wheat  stocks 
total  597  million  bushels,  with  395 
million  bushels  currently  in  the  FOR. 
Projected  ending  com  stocks  total  1.58 
billion  bushels,  with  1.1  billion  bushels 
currently  in  the  FOR.  Approximately  65- 
70  percent  of  both  wheat  and  feed  grain 
carryover  stocks  are  now  in  the  FOR. 
These  about  equal  the  highest  shares  of 
ending  stocks  accounted  for  by  FOR 
loan  collateral  since  the  FOR  was  first 
implemented  in  1977.  By  comparison, 
ending  1987/88  com  stocks  were  4.35 
billion  bushels  with  1.2  billion  in  the 
FOR  or  approximately  27  percent.  As 
noted  before,  additional  entry  into  the 
FOR  would  result  in  a  record  high  share 
of  ending  stocks  being  in  the  form  of 
FOR  loan  collateral.  Allowing  further 
entry  into  the  FOR  will  severely  disrupt 
free  market  activity  contrary  to  the 
provisions  of  section  110  of  the  1949  Act 
which  provide  that  the  FOR  must  be 
implemented  in  a  manner  which  does 
not  “unduly  depress,  manipulate  or 
curtail  the  free  market.” 

The  commenter  also  stated  that  entry 
into  the  FOR  must  be  allowed  in  order 
to  fulfill  Congressional  policies  subject 
to  the  upper  limits  set  forth  in  section 
110  of  the  1949  Act  and,  when  FOR 
amounts  fall  below  the  minimum  levels 
and  “prices  are  below  release  level”, 
incentives  must  be  offered  to  encourage 
participation  in  the  FOR. 

For  the  immediately  foregoing 
reasons,  entry  of  additional  quantities  of 
wheat  and  feed  grains  would  not  be  in 
accordance  with  the  provisions  of 
section  110  of  the  1949  Act  and  would, 
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therefore,  be  contrary  to  Congressional 
policy. 

The  commenter  also  stated  that  levels 
in  the  FOR  will  fall  below  statutory 
minimums  if  the  proposed  rule  is 
adopted. 

CCC  has  always  maintained  levels  in 
the  FOR  which  are  in  excess  of  statutory 
minimum  requirements.  Current  FOR 
levels  are  395  million  bushels  for  wheat 
and  1.06  billion  bushels  for  com;  166 
million  bushels  of  1980-1983  FOR  wheat 
loans  do  not  begin  to  mature  until  1990, 
and  158  million  bushels  of  1985  crop 
wheat  loans  do  not  begin  to  mature  until 
1989.  The  1985  com  FOR  loans  also  do 
not  begin  to  mature  until  early  1989  and 
total  781  billion  bushels.  Accordingly, 
the  commenter’s  conclusion  that 
insufficient  FOR  levels  will  result  is 
simply  in  error.  As  provided  in  the 
proposed  amendment  to  7  CFR  1421.741, 
additional  extensions  of  1984  and  1985 
may  be  offered.  Extensions  of  1980-1983 
crop  wheat  FOR  loans  are  not  provided 
for  since  the  amendments  that  were 
made  to  section  110  of  the  1949  Act  by 
the  Food  Security  Act  expire  with  the 
1990  crop.  Decisions  regarding  the  1990 
crop  year  will  be  made  at  that  time  in 
accordance  with  then  existing  statutory 
requirements. 

The  commenter  also  stated  that  due  to 
section  303  of  the  “Drought  Relief  Bill” 
(sic)  “there  is  no  reason  to  doubt  that 
the  FOR  will  draw  down  even  further.” 
The  commenter  provides  no  economic 
support  for  this  statement. 

Section  303(a)  of  the  Drought 
Assistance  Act  of  1988  provides  that, 
with  respect  to  the  1988  marketing  years 
only,  producers  may  repay  FOR  loans 
throughout  such  year  without  the 
payment  of  any  penalty  once  market 
prices  reach  the  FOR  release  level.  The 
1988  marketing  year  FOR  release  level  is 
$4.23  per  bushel  for  wheat  and  $2.93  per 
bushel  for  com.  The  most  recent  USDA 
World  Outlook  Board  projections  show 
for  1988/89  season  average  price  of 
$3.45-$3.95  for  wheat  and  $2.30-$2.70  for 
com.  Thus,  market  prices  may  not  reach 
release  levels,  if  at  all,  for  some  time. 
Further,  given  the  incentive  of  receiving 
storage  payments  there  is  no  assurance 
that  producers  will  avail  themselves  of 
this  option  in  any  event. 

The  commenter  also  stated  that  since 
the  action  proposed  in  January  was  to 
handle  a  surplus  and  the  action 
proposed  in  August  was  in  response  to  a 
drought,  the  justification  provided  for  in 
the  proposed  rule  was  a  “mere  sham.” 

As  more  fully  discussed  hroughout 
this  document,  the  initial  determinations 
were  based  upon  assumptions  that  1988 
demand  would  exceed  1988  production. 
This  situation  was  obviously  worsened 


due  to  the  1988  drought.  Accordingly,  the 
fundamental  basis  for  this  action  still 
remains  the  same,  i.e.,  the  continued 
availability  of  sufficient  stocks  to  meet 
current  export  and  domestic  demand. 

The  commenter  stated  that  if  the 
Secretary  perceives  that  an  emergency 
exists  which  requires  release  of  FOR 
stocks,  the  Secretary  may,  in 
accordance  with  section  110(d)  of  the 
1949  Act,  call  FOR  loans  prior  to 
maturity  after  reporting  the 
determination  and  reasons  to  the 
President  and  to  the  Congress. 

Given  current  supplies,  the  Secretary 
may,  at  some  subsequent  date,  have  to 
resort  to  calling  non-maturing  loans. 
However,  the  proposed  amendments 
affect  maturing  loans  and  not  non¬ 
maturing  loans.  As  discussed  above, 
allowing  further  entry  into  the  FOR  at 
this  time  would  be  contrary  to  the 
provisions  of  section  110  of  the  1949  Act 
since  free  markets  would  be  unduly 
disrupted. 

Also,  as  noted  by  another  commenter, 
delivery  of  grain  into  market  accessible 
positions  cannot  be  done  immediately 
upon  loan  maturity.  Accordingly,  by 
allowing  entry  into  the  FOR  and,  in  the 
near  future,  calling  FOR  loans  would  not 
necessarily  result  in  timely  access  to 
these  stocks.  Also,  by  not  allowing 
further  entry  of  grain  into  the  FOR,  the 
possibility  of  the  occurrence  of 
emergency  conditions  which  would 
necessitate  the  calling  of  other  FOR 
loans  will  be  reduced. 

List  of  Subjects  in  7  CFR  Part  1421 

Grains,  Loan  programs/agriculture, 
Price  support  programs,  Warehouses. 

Accordingly,  Title  7  of  the  Code  of 
Federal  Regulations  is  amended  as 
follows: 

PART  1421—  [AMENDED] 

1.  The  authority  citation  for  Part  1421 
continues  to  read  as  follows: 

Authority:  Secs.  4  and  5  of  the  Commodity 
Credit  Corporation  Charter  Act,  as  amended, 
62  Stat.  1070,  as  amended,  1972  (15  U.S.C. 

714b  and  714c):  secs.  101, 101A,  105C,  107D, 
108, 110,  201,  301,  401,  403,  and  405  of  the 
Agricultural  Act  of  1949,  as  amended,  63  Stat. 

1051,  as  amended.  99  Stat.  1419,  as  amended, 
1395,  as  amended,  1383,  as  amended,  1439,  as 
amended,  92  Stat.  951,  as  amended,  63  Stat. 

1052,  as  amended,  1053,  as  amended,  1054, 
as  amended  (7  U.S.C.  1441, 1441-1, 1444b, 
1445b-2, 1445C-2, 1445e.  1446, 1447, 1421, 

1423,  and  1425). 

2.  7  CFR  1421.6  is  amended  by  revising 
paragraph  (a)(l)(i)  and  adding 
paragraph  (c)  to  read  as  follows: 

§  1421.6  Maturity  and  expiration  dates. 

(a)  *  *  * 


(1)  *  *  * 

(1)  All  commodities  except  peanuts,  no 
later  than  the  last  day  of  the  ninth 
calendar  month  following  the  month  in 
which  the  loan  application  is  made;  and 
***** 

(c)  Extension  of  loans.  (1) 
Notwithstanding  any  other  provision  of 
this  part,  all  1987  and  prior  crop  year 
loans  which  have  been  made  available 
to  eligible  producers  in  accordance  with 
the  provisions  of  this  part  shall  not  be 
extended  upon  maturity  except  that  1985 
and  1986  crop  corn  and  sorghum  loans 
which  mature  on  March  31, 1988  through 
and  including  December  31, 1988  may  be 
extended  for  one  year. 

(2)  With  respect  to  all  commodities, 
1988  and  subsequent  crop  year  loans 
may  not  be  extended  upon  maturity. 

3.  7  CFR  1421.741  is  revised  to  read  as 
follows: 

§  1421.741  Length  of  reserve  agreements. 

The  length  of  reserve  agreements  shall 
be  determined  and  announced  by  the 
Executive  Vice  President,  CCC,  based 
upon  market  conditions  which  exist  at 
the  time  such  agreements  are  executed 
by  CCC.  Such  agreements  may  be 
extended  by  CCC,  at  the  producer’s 
option,  upon  maturity  if  CCC  determines 
that  an  extension  is  warraaAed  based 
upon  existing  market  conditions.  1983 
and  prior  crop  year  loans  may  not  be 
extended.  1984  crop  year  loans  which 
mature  on  March  31, 1988  through  and 
including  December  31, 1988  may  be 
extended  for  one  year.  Producers  having 
1984  and  1985  crop  year  loans  will  be 
notified  by  mail  of  any  extension  or 
additional  extension  option  which  may 
be  made  available  by  CCC. 
Determinations  with  respect  to  the  entry 
of  eligible  grain  from  other  crop  years 
into  the  Grain  Reserve  Program  will  be 
announced  by  CCC  by  the  publication  of 
a  final  notice  of  determination  in  the 
Federal  Register. 

4.  7  CFR  1421.900  is  revised  to  read  as 
follows: 

§  1421.900  General  statement. 

Special  Producer  Storage  Loan 
Program  loans  shall  not  be  extended 
upon  maturity. 

§§  1421.901  through  1421.917  [Removed] 

5.  7  CFR  1421.901  through  1421.917  are 
removed. 

Signed  at  Washington,  DC  on  August  30, 
1988. 

Milton  J.  Hertz, 

Executive  Vice  President,  Commodity  Credit 
Corporation. 

[FR  Doc.  88-20018  Filed  8-30-88;  3:31  pm) 
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